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We eǆpeĐt GDP gƌoǁth foƌ QϰFYϭϵ at ϲ.ϭ%. GVA gƌoǁth Đould ďe at ϲ% oƌ slip ŵaƌgiŶallǇ ďeloǁ ϲ% at ϱ.ϵ%.  FYϭϵ GDP gƌoǁth ǁill ďe at 
ϲ.ϵ%.  The good thiŶg is that ǁe eǆpeĐt that the ĐuƌƌeŶt sloǁdoǁŶ Đould ďe tƌaŶsitoƌǇ, if pƌopeƌ poliĐies aƌe adopted iŶ iŶteƌƌegŶuŵ. Foƌ 
eǆaŵple, the ĐuƌƌeŶt high ƌeal iŶteƌest ƌates aƌe seǀeƌelǇ aĐiŶg as aŶ iŵpediŵeŶt to iŶǀestŵeŶt.  
We aƌe thus peŶĐiliŶg a laƌgeƌ ƌate Đut ;ϯϱ-ϱϬ ďpsͿ ďǇ RBI iŶ the foƌthĐoŵiŶg poliĐǇ.  IŶteƌesiŶglǇ,  RBI foƌ the iƌst iŵe Đould use the 
ƌate ĐhaŶge iŶ ŶoŶ ŵuliples of Ϯϱ ďps as a iƌst step toǁaƌds pƌoǀidiŶg seĐoŶd geŶeƌaioŶ sigŶals to ŵaƌket of futuƌe poliĐǇ staŶĐe.  
Hoǁeǀeƌ eǀeŶ suĐh laƌgeƌ ƌate Đuts ǁill Ŷot help fullǇ, ďut its tƌaŶsŵissioŶ ǁill. To this eŶd, the RBI should Ŷoǁ eŶsuƌe folloǁiŶg thiŶgs.  
Fiƌst, eŶsuƌe that asset aŶd liaďilitǇ side of the BaŶks ŵoǀe iŶ taŶdeŵ aŶd eŶsuƌe ƌepo ƌate is diƌeĐtlǇ ďeŶĐhŵaƌked to eǆteƌŶal  
ďeŶĐhŵaƌk/ŶoŶ ǀolaile ďaŶk liaďiliies /CASA that aƌe ŵostlǇ used foƌ tƌaŶsaĐioŶ puƌposes! Otheƌǁise, ǁe ǁould ĐoŶiŶue to ďe  
ĐoŶstƌaiŶed ďǇ laĐk of tƌaŶsŵissioŶ, eǀeŶ as RBI ǁill ĐoŶiŶue to Đut ƌates. Foƌ eǆaŵple, siŶĐe, ϳ Feď’ϭϵ RBI has ƌeduĐed the poliĐǇ ƌepo 
ƌate ďǇ ϱϬ ďps, ǁhile the ŵediaŶ ƌate of all ďaŶks ϭ-Ǉeaƌ MCLR  iŶdiĐate a tƌaŶsŵissioŶ of oŶlǇ ϲ ďps.  
SeĐoŶd,  eŶsuƌe that liƋuiditǇ is pleŶiful. With GoǀeƌŶŵeŶt speŶdiŶg ŵuted aŶd sigŶiiĐaŶt ĐuƌƌeŶĐǇ leakage pƌioƌ to eleĐioŶs has Ŷot 
helped eitheƌ. We ďelieǀe , post eleĐioŶs, Đapital loǁs ǁill piĐk up ŵateƌiallǇ  aŶd thus RBI ǁill ďe aďle to ƌeĐoup dollaƌs aŶd add to  
foƌeigŶ eǆĐhaŶge ƌeseƌǀes aŶd thus  ateŶdaŶt doŵesiĐ liƋuiditǇ.  IŶ faĐt, siŶĐe the eǆit polls aŶd suďseƋueŶt ƌesults, theƌe has ďeeŶ  
iŶloǁ iŶto the ŵaƌket of aƌouŶd Rs ϰϬϬϬ Đƌoƌes.  
Thiƌd, a less likelǇ ďut aŶ poteŶt ǁeapoŶ is to Đut CRR/ ŵeƌge CRR iŶ LCR esiŵaioŶ, that Đould ďe ŵoƌe thaŶ a haŶdful to the ďaŶks iŶ 
iŵŵediate ŵoŶetaƌǇ tƌaŶsŵissioŶ. A ϭ% CRR Đut foƌ eǆaŵple, Đould ƌelease Rs ϭ.Ϯϴ lakh Đƌoƌes, ƌeduĐe leŶdiŶg ƌate ďǇ ϭϱ ďps aŶd   
iŵpƌoǀe pƌoitaďilitǇ of ďaŶks Rs ϭϮ,ϬϬϬ Đƌoƌes aŶŶuallǇ!  
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PERCEPTIBLE GROWTH SLOWDOWN: DECISIVE WINDOW FOR  

MONETARY EASING IN EXCESS OF 25 BPS 

͚Be the BaŶk of Choice foƌ a TƌaŶsfoƌŵiŶg IŶdia͛ 

QϰFYϭ9 GDP IS EXPECTED TO SLOWDOWN 

 Both the iŶǀestŵeŶt deŵaŶd aŶd ĐoŶsuŵpioŶ deŵaŶd is shoǁiŶg 
sigŶs of ŵodeƌaioŶ as ƌeǀealed ďǇ ǀaƌious leadiŶg iŶdiĐatoƌs. The 
autoŵoďile seĐtoƌ is ǁitŶessiŶg a deĐliŶe iŶ doŵesiĐ sales, pƌoduĐ-
ioŶ aŶd eǆpoƌt gƌoǁth. Foƌ passeŶgeƌ ǀehiĐles ;PVsͿ, doŵesiĐ sales 
gƌoǁth has deĐliŶed to a ŵeƌe Ϯ.ϳ% iŶ FYϭϵ Đoŵpaƌed to ϳ.ϵ% iŶ 
FYϭϴ. MeaŶǁhile, theiƌ pƌoduĐioŶ gƌoǁth eased to Ϭ.ϭ% fƌoŵ ϱ.ϴ% 
iŶ FYϭϴ. IŶ Đase of CVs, pƌoduĐioŶ gƌoǁth has iŶĐƌeased to Ϯϰ.Ϯ% iŶ 
FYϭϵ fƌoŵ ϭϬ.Ϯ% iŶ FYϭϴ, hoǁeǀeƌ, sales gƌoǁth has deĐliŶed to 
ϭϳ.ϲ% fƌoŵ ϮϬ% iŶ FYϭϴ. Eǆpoƌt gƌoǁth of autoŵoďiles has also 
ǁitŶessed deĐliŶiŶg gƌoǁth ŵoŵeŶtuŵ fƌoŵ the past tǁo Ǉeaƌs. 

 FMCG seĐtoƌ is also shoǁiŶg laĐklustƌe peƌfoƌŵaŶĐe iŶ ƌeĐeŶt  
Ƌuaƌteƌs ǁith deĐeleƌaioŶ iŶ deŵaŶd foƌ ĐoŶsuŵeƌ staples, suĐh as 
ďisĐuits, soaps, oil.   

 The leadiŶg iŶdiĐatoƌs, ǁheŶ gƌouped iŶto ƌuƌal aŶd uƌďaŶ  
ĐoŶsuŵpioŶ, ƌeǀeal a seƌious sloǁdoǁŶ iŶ ďoth aƌeas. PeƌĐeŶtage 
of iŶdiĐatoƌs of ƌuƌal aŶd uƌďaŶ ĐoŶsuŵpioŶ shoǁiŶg aĐĐeleƌaioŶ 
has falleŶ iŶ ƌeĐeŶt ŵoŶths ;ϱϬ iŶ JaŶ’ϭϵ to ϯϬ iŶ Feď’ϭϵ iŶ Đase of 
ƌuƌal aŶd ϯϴ to Ϯϱ iŶ Đase of uƌďaŶ ĐoŶsuŵpioŶ deŵaŶdͿ.  

 Moƌeoǀeƌ, ouƌ Coŵposite LeadiŶg IŶdiĐatoƌ ;CLIͿ ǁhiĐh has a  
oŶe-Ƌuaƌteƌ lead oǀeƌ ŶoŶ-agƌiĐultuƌal GDP gƌoǁth, is sigŶaliŶg a 
ĐoŶtƌaĐioŶ iŶ eĐoŶoŵiĐ aĐiǀitǇ foƌ Qϰ FYϭϵ. The CLI IŶdeǆ ;a ďasket 
of ϯϮ leadiŶg iŶdiĐatoƌsͿ is ďased oŶ ŵoŶthlǇ data ǁhiĐh shoǁs the 
eaƌlǇ sigŶals of tuƌŶiŶg-poiŶts iŶ eĐoŶoŵiĐ aĐiǀitǇ. Based oŶ the 
leadiŶg iŶdiĐatoƌs ǇoǇ peƌfoƌŵaŶĐe, ǁe aƌe eǆpeĐiŶg the GDP 
gƌoǁth to ďe aƌouŶd ϲ.ϭ%-ϲ.Ϯ% iŶ Qϰ FYϭϵ. AŵoŶg the LeadiŶg  
IŶdiĐatoƌs, the gƌoǁth of PVs, RailǁaǇ TƌaiĐ, Caƌgo tƌaiĐ, EleĐtƌiĐi-
tǇ GeŶeƌaioŶ aŶd MaŶufaĐtuƌe of Capital Goods aƌe shoǁiŶg  
deĐliŶiŶg tƌeŶd duƌiŶg the Qϰ FYϭϵ. 

Gƌaph ϭ: CLI vis a-vis GDP  
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Category FY15 FY16 FY17 FY18 FY19

Passenger Vehicles 4.3 7.6 9.7 5.8 0.1

Commercial Vehicles -0.1 12.7 3.0 10.5 24.2

Three Wheelers 14.3 -1.6 -16.1 30.4 24.1

Two Wheelers 9.5 1.8 5.9 16.2 5.8

Category FY15 FY16 FY17 FY18 FY19

Passenger Vehicles 4.2 5.1 16.2 -1.4 -9.6

Commercial Vehicles 12.8 18.6 5.0 -10.5 3.2

Three Wheelers 15.3 -0.8 -32.8 40.1 49.0

Two Wheelers 17.9 1.0 -5.7 20.3 16.5

Automobile Production growth (% yoy)

Automobile Export growth (% yoy)

Source: SIAM, SBI Research
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EXPECT ‘BI TO CUT ‘ATES BY ϯϱ-ϱϬ BPS IN FO‘THCOMING POLICY 

 AgaiŶst this ďaĐkdƌop of eǆpeĐted sloǁdoǁŶ ǁe eǆpeĐt the RBI 
to Đut ƌates iŶ foƌthĐoŵiŶg poliĐǇ.  Hoǁeǀeƌ. RBI Đould use the 
ƌate ĐhaŶge iŶ ŶoŶ ŵuliples of Ϯϱ ďps  iŶ JuŶe poliĐǇ as a iƌst 
step toǁaƌds pƌoǀidiŶg seĐoŶd geŶeƌaioŶ sigŶals to ŵaƌket of 
futuƌe poliĐǇ staŶĐe.  

 This apaƌt, the RBI should also eŶsuƌe that adeƋuate tƌaŶsŵis-
sioŶ is efeĐted ďǇ ďaŶks. Foƌ eǆaŵple, siŶĐe, ϳ Feď’ϭϵ RBI has 
ƌeduĐed the poliĐǇ ƌepo ƌate ďǇ ϱϬ ďps, ǁhile the ŵediaŶ ƌate of 
all ďaŶks ϭ-Ǉeaƌ MCLR  iŶdiĐate a tƌaŶsŵissioŶ of oŶlǇ ϲ ďps. 
AŵoŶg the ďaŶk gƌoup ǁise, PSBs haǀe ƌeduĐed the ŵaǆiŵuŵ 
ƌate, ǁhile pƌiǀate ďaŶks haǀe iŶĐƌeased the ŵediaŶ MCLR ƌate 
ďǇ ϳ ďps. So, RBI should Ŷoǁ eŶsuƌe that asset aŶd liaďilitǇ side 
of the ďaŶks ŵoǀe iŶ taŶdeŵ aŶd eŶsuƌe ƌepo ƌate is diƌeĐtlǇ 
ďeŶĐhŵaƌked to ŶoŶ ǀolaile ďaŶk liaďiliies /CASA that aƌe  
ŵostlǇ used foƌ tƌaŶsaĐioŶ puƌposes! Otheƌǁise, ǁe ǁould  
ĐoŶiŶue to ďe ĐoŶstƌaiŶed ďǇ laĐk of tƌaŶsŵissioŶ. BetǁeeŶ 
Jul’ϭϴ aŶd Apƌ’ϭϵ ǁheŶ RBI has ƌeduĐed Repo ƌate ďǇ ϱϬ ďps 
alŵost all the ďaŶks iŶĐƌeased theiƌ ϭ-Ǉeaƌ MCLR. 

 The otheƌ opioŶ is to Đut CRR / ŵeƌge CRR iŶ LCR esiŵaioŶ foƌ 
aŶ iŵŵediate iŵpaĐt oŶ ďaŶk leŶdiŶg ƌate. IŶ IŶdia, the CRR has 
ƌeŵaiŶed uŶĐhaŶged at ϰ%, siŶĐe Feď’ϭϯ, though SLR has ďeeŶ 
ƌeduĐed to ϭϵ%, fƌoŵ Ϯϯ% iŶ Feď’ϭϯ. BaŶks aƌe ĐuƌƌeŶtlǇ holdiŶg 
ŵoƌe thaŶ the ƌeƋuiƌed ƌeseƌǀe ƌeƋuiƌeŵeŶts as paƌt of theiƌ 
ĐoŶiŶgeŶĐǇ ŵiigaioŶ plaŶ. A CRR Đut ďǇ ϭ% to ϯ%, ǁhiĐh ǁill 
efeĐiǀelǇ ƌelease duƌaďle liƋuiditǇ of Rs ϭ,Ϯϴ,ϬϬϬ Đƌoƌe iŶto the 
ďaŶkiŶg sǇsteŵ ǁithout losiŶg sight of ŵoŶetaƌǇ ĐoŶtƌol. 

 At the saŵe iŵe, CRR Đut ǁill also help iŶ ƌeduĐiŶg leŶdiŶg ƌates 
aŶd iŵpƌoǀe ďaŶks’ pƌoitaďilitǇ. IŶ ouƌ esiŵate, if RBI ƌeduĐes 
CRR ďǇ ϭ% theŶ leŶdiŶg ƌates of the ďaŶks ǁill ĐhaŶge ϭϮ/ϭϱ ďps. 
IŶ addiioŶ, ďaŶks ǁill ďe aďle to eaƌŶ addiioŶal Ŷet iŶteƌest  
iŶĐoŵe of Rs ϭϮ,ϬϬϬ Đƌoƌe aŶŶuallǇ oŶ the ƌeleased CRR fuŶds, 
ǁhiĐh ǁill iŵpƌoǀe pƌoitaďilitǇ aŶd Đapital posiioŶ of ďaŶks. 
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in % Jan-19 Apr-19 Change (in bps)

Public Sector Banks 8.75 8.65 -10

Private Sector Banks 9.30 9.38 7

Foreign Banks 8.65 8.62 -4

Scheduled Commercial Banks 8.80 8.74 -6

Repo Rate 6.50 6.00 -50

10-Year G-sec Yield (Avg) 7.37 7.39 2

Bank Group Wise Median MCLR (1 Year) 

Memo:

Source: RBI; SBI Reseach
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